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On October 1, 1949, Mao Zedong addressed a crowd at Tiananmen Square and declared a
new nation, the People’s Republic of China (PRC). Guided by the works of Karl Marx and
Vladimir Lenin, Mao envisioned a massive social revolution in which the proletariat would
overthrow the bourgeoisie ruling class. Thirty years later, in 1979, Deng Xiaoping began
dismantling Mao’s reforms in pursuit of market-driven growth, saving the country from
economic collapse. In a move to save face (miànzi), the Chinese Communist Party framed this
ideological shift as ‘Socialism with Chinese Characteristics.’ Over the subsequent decades, the
private sector began to replace the state in terms of economic output and the CCP drifted further
away from its socialist dream. Then, in 2001, Jiang Zemin made the historic announcement to
allow capitalists into the Party. What changed within the CCP for the Party to embrace private
entrepreneurs (i.e. reactionary forces)? How could millionaires represent the same interests as
workers and peasants? While Deng Xiaoping may be responsible for the resurgence of Chinese
capitalists, the United Workers Front Department began cultivating a strong relationship with
these individuals even before the PRC was formed. In fact, Mao’s Cultural Revolution only
serves as temporary hiatus in contemporary Chinese history when capitalists were repressed.
Contrary to conventional wisdom, national capitalists maintained their elite lifestyle for
seventeen years after the PRC’s founding. In 1978, Deng’s economic reforms merely returned
China’s capitalists to their previous, pre-Cultural Revolution, status. Therefore, Jiang Zemin’s
proposal in 2001 to allow capitalists into the CCP was a continuation of the Party’s longstanding
interest towards cooperating with the capitalists for their expertise.
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Early Communist Attitudes towards Capitalists
Mao Zedong’s earliest known writings to mention capitalists were two letters addressed
to Ts’ai Ho’sen, in 1920 and 1921. The first of these letters even predates the Chinese
Communist Party’s (CCP) founding in 1921. In the letters, Mao states:
Capitalists have ‘parliaments’ to pass laws protecting the capitalists and
handicapping the proletariat; they have ‘governments’ to apply these laws and to
enforce the advantages and the prohibitions that they contain; they have ‘armies’
and ‘police’ to defend the well-being of the capitalists and to repress the demands
of the proletariat.1
This quote reflects Mao’s early feeling of a class struggle. Mao argued that “education in
today’s world [1921] is a capitalist education” which allowed capitalists to preserve and
grow their societal influence.2 As a result, Mao claimed that a violent revolution was
necessary to overthrow the ruling bourgeoisie (i.e. capitalists). Interestingly, Mao also
believed, “that one cannot expect the capitalists to become converted to communism.”3
This quote evokes an us vs. them mentality that never actually materialized. While Mao’s
ultimate goal (in theory) was to eliminate all traces of capitalism, his rhetoric softened
after recognizing the importance of capitalists during the Chinese Civil War.
After the First United Front’s dissolution in July 1927, the Communist Party’s
membership plummeted. In April of 1927, the CCP boasted 58,000 members; by November of
1927, membership fell to barely 10,000.4 James P. Harrison, a former professor at Hunter
College and author of The Long March to Power, estimates that less than half of these remaining
members were active.5 From the countryside, the Party adopted a democratic centralist system
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and established the Red Army. By 1935, Mao emerged as the Party’s informal leader and
renewed the small and more agile group’s focus on Marxism-Leninism. Throughout this period,
Mao continued to reference the class struggle that plagued China. In January of 1940, Mao
argued that “capitalism has also become a museum piece … [while] the communist ideological
and social system alone is full of youth and vitality.”6 Mao’s quote asserts the antiquated and
dying nature of capitalism while promoting the strength of communism. Notably, beginning in
the early 1940s, Mao was careful not to alienate capitalists. Given the ongoing Chinese Civil
War (1927-1949), it was important to form alliances with elite nonparty groups.7 This was the
primary responsibility of the United Front Work Department (UFWD), founded in 1942.8 Tong
Zhan, staff member of the UFWD through the 1980s, classifies the ‘social elite’ as “(1)
‘representative’ of key interest groups outside the party; (2) socially influential, whether in
politics, economics or in academic research, and (3) willing to cooperate with the Communistdominated system.”9 With the support of these nonparty members, Gerry Groot, author of
Managing Transitions, argues that “the CCP could then claim that it represented both the
majority of the population and the majority of classes.”10 In January of 1949, Liu Shaoqi, second
only to Mao in the CCP until 1966, stated, “In China today … it is not that there are too many
capitalists and they are over utilized; it is that there are too few of them and they are being
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underutilized. Because of the underdevelopment of capitalism, workers are suffering.”11 Liu’s
quote is indicative of the Party’s changing narrative towards capitalists. A few months later, Mao
affirmed the leadership’s softening position towards capitalism. On June 30, 1949, during a
speech to commemorate the CCP’s twenty-eighth anniversary, Mao stated:
China must utilize all the factors of urban and rural capitalism that are beneficial
and not harmful to the national economy and the people’s livelihood; and we must
unite with the national bourgeoisie in common struggle. Our present policy is to
regulate capitalism, not destroy it.12
At this point, Mao’s stance defied orthodox communism which calls for wealth redistribution.
Mao’s revised position continued even after the Communists’ victory in 1949.
After the PRC’s founding on October 1, 1949, the UFWD continued to strengthen
relationships with nonparty members, including Chinese capitalists. Tong states, “Cooperation
has a strong historical basis – the alliance against the Kuomintang in the 1940s and the skillful
use of nonparty economic professionals in the 1950s.”13 Tong’s quote alludes to the UFWD’s
changing purpose after 1949. During the Chinese Civil War, national capitalists were targeted for
wartime support; after the PRC’s founding, these capitalists were targeted for their economic
expertise.14 Given the CCP’s newfound interest, select national capitalists evaded Mao’s land
and wealth reforms.
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Contrary to orthodox communist beliefs, some national capitalists maintained their elite
lifestyle after the PRC’s founding, until the Cultural Revolution began in 1966. Hanchao Lu, a
specialist of modern East Asian history and professor at Georgia Tech, notes two specific
campaigns that targeted capitalists: the Five-Anti Campaign (1952) and the socialist
nationalization campaign (1955-56).15 Throughout the Five-Anti Campaign, 999,707 firms were
investigated on their ability to follow the law. In the end, four percent of the investigated firms
were deemed ‘serious lawbreakers’ and only one percent were classified as ‘total lawbreakers.’16
While most companies were forced to pay fines, the Five-Anti Campaign paved the way for the
socialist nationalization campaign three years later.
Under the socialist nationalization campaign, the CCP bought out private firms using
“fixed interest” (dingxi).17 Nationalization came as a shock to capitalists who were assured by
CCP, only a few years earlier, that “the New Democracy needed capitalism and would protect
private business.”18 Cheng Li, director of the John L. Thornton China Center and senior fellow at
Brookings, quantifies the mass scale of nationalization. Cheng notes, “The four million private
firms and stores that had existed in China prior to 1949 had all but disappeared by the mid-1950s
as part to the transition to socialism.19 However, as private firms disappeared, important national
capitalists in Shanghai maintained their lifestyle. While capitalists became employees to their
own firms, the CCP provided them with “retention pay” (baoliu gongzi). Lu documents the
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monthly payments to Shanghai capitalists: “¥351-400 (191), ¥401-500 (132), ¥501-600 (37),
¥601-1000 (23), and ¥1000+ (3).20 Comparatively, the average monthly income for a Shanghai
worker was only ¥68.47.21 Therefore, the CCP’s monthly payments to the aforementioned
national capitalists dwarfed the average Shanghai workers’ pay, perpetuating a class difference.
In fact, the CCP still considered national capitalists as “objects of the united front” and pivotal to
the social revolution.22
Even after the CCP’s nationalization campaign, many capitalists remained positive
towards the CCP and their retained privileges. Ye Xingshan, a Shanghai capitalist, stated, “To be
honest, life is better under the socialist system; there are no gangsters, no blackmail, and no
extortion.”23 In an interview about the 1960s with Yang Shancheng, a Shanghai hospital worker,
Yang states, “The rich are still rich! Those that have money still have it.”24 From these firsthand
accounts, one can better understand the lack of genuine change that occurred for some
capitalists.25 Select capitalists in Shanghai did not experience the same wealth redistribution that
was sweeping the countryside. Another unique example pertaining to Nien Cheng indicates that
even a few strategically important comprador capitalists temporarily avoided the CCP’s wrath.
Nien Cheng was an employee of Shell Oil and her husband was a former official of Chiang Kaishek’s regime. Therefore, on both accounts, the Cheng’s would be classified as comprador
capitalists, the primary target of Mao’s reforms (see footnote 14). However, Nien Cheng also
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avoided persecution from the CCP for seventeen years. In the introduction of her autobiography,
Life and Death in Shanghai, Cheng states:
Not many private people in Shanghai lived as we did seventeen years after the
Communist Party took over China. In a city of ten million, perhaps only a dozen
or so families managed to preserve their old lifestyle, maintaining their original
homes and employing a staff of servants. The party did not decree how the people
should live. In fact, in 1949, when the Communist army entered Shanghai, we
were forbidden to discharge our domestic staff [servants] lest we aggravate the
unemployment problem.26
Cheng’s experience challenges the notion that only national capitalists evaded the CCP’s
reforms. However, her account does allude to the very small number of capitalists that were
successful in maintaining their lifestyle. Eventually, things changed, even for these capitalists.
In 1966, Mao’s complacency with capitalists ended and he embarked on a ten-year
campaign dubbed the Cultural Revolution. Joel Andreas, a China scholar and professor at Johns
Hopkins, states that the radical Party members intended to leverage this campaign to “prevent
capitalist restoration.”27 Angered by the slow progress of reform, the Cultural Revolution aimed
to purge members of the Party that were on the capitalist road. Liu Shaoqi, Deng Xiaoping, and
other top leaders were expelled from the Party, branded as “revisionists” and “capitalist
roaders.”28 Given the Cultural Revolution’s aim, it is likely that members of the UFWD were
also purged. June Teufel Dreyer, a former commissioner of the U.S. – China Economic and
Security Review Commission, notes that the Cultural Revolution failed to achieve any of its
goals. Instead of improving China’s egalitarianism, the Cultural Revolution replaced many high
ranking CCP members and destroyed some regions’ relationship with authority.29 Throughout
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the campaign, Mao’s health deteriorated and on September 9, 1976, Mao suffered a heart attack
and died.

Socialism with Chinese Characteristics
After Mao’s death in 1976, Deng Xiaoping emerged as the CCP’s de facto leader and
began to dismantle China’s centralized economy. David Harvey, Marxist scholar and author of A
Brief History of Neoliberalism, cites Chile, Taiwan, South Korea, and Singapore as successful
examples of authoritarian governments that enacted capitalist market reforms.30 In November of
1978, Deng met with Prime Minister Lee Kuan Yew to observe Singapore’s authoritarian
capitalist regime. Impressed by Singapore’s economic development, Deng initiated reforms to
modernize China’s stagnating economy. Shortly thereafter, Deng launched the ‘second
revolution’ to bring about these changes and open the PRC to the world.31 Deng abolished Mao’s
centralized system in favor of a decentralized, market-driven economy. As a result, communes
were slowly dismantled, and four Special Economic Zones emerged in Shantou, Shenzhen,
Zhuhai, and Xiamen.32 These zones attracted foreign investment through tax incentives and
market-oriented policies. Based on their success, fourteen more zones were established in 1984
in cities like Dalian, Shanghai, and Guangzhou.33 Gradually, private enterprise began to flourish
again, and the Chinese economy grew at an unprecedented rate.
Over the next few decades, economic growth in the non-state sector eroded the
significance of state-owned enterprises (SOEs). The first reforms targeted improving market
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conditions and internal governance structures. Gradually, privatization began to replace these
early reforms. A coauthored journal by Ross Garnaut, Ligang Song, and Yang Yo states, “As
with many other reform initiatives, privatization started at the local level and was later
sanctioned by the central government.”34 Garnaut et al. quantify the scale of privatization in
China by stating:
A national survey in 1998 showed that one quarter of China's 87,000 industrial
SOEs had experienced gaizhi and another quarter planned to undertake some form
of gaizhi. Among the gaizhi firms, 60-70 per cent had been partially or fully
privatized. A 2002 national survey of industrial SOEs estimated that 86 per cent
had been through gaizhi by the end of 2001, and about 70 per cent had been
partially or fully privatized.35
In this passage, Garnaut et al. refer to gaizhi, a Chinese term meaning “transforming the system.”
In reality, this reflected a process of privatization camouflaged in state-sponsored language.36
Garnaut et al.’s data indicates the rapid pace of privatization that was transforming the country.
Charles Wolf Jr., senior economic advisor at RAND Corporation, estimates that by 2001, more
than twenty-five percent of China’s GDP originated from private business.37 While SOEs still
controlled strategic sectors, the economic importance of the non-state sector was clearly
growing. Harvey argues that China’s gradual privatization, or gaizhi, allowed the country to
circumvent the neoliberal model of ‘shock therapy.’38 As the Party encouraged privatization, it
began to lose touch with its core members in the countryside.
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Deng’s new path towards market liberalization isolated rural Party members, resulting in
their overall membership decline. By the end of the 1980s, communes were effectively
dissolved, and farmers went back to cultivating their own plots.39 At this point, there was little
need or incentive for farmers to engage with the local Party organization. By 1994, the CCP
announced that nearly half of its rural Party branches had closed. 40 This trend was not confined
to the countryside. Bruce Dickson, political science professor at George Washington University
and author of Red Capitalists in China, argues that Chinese citizens – rural youth, peasants, and
even the educated members of society – were losing interest in joining the Party.41 Samuel
Huntington, American political scientist and political advisor, notes, “The strength of any
authoritarian regime depends in large part on the strength of its party.”42 Therefore, the Party’s
declining membership also indicated a weakening regime. After the PRC’s swing towards
market liberalization, the social class in which the CCP was founded around – the workers class
– now had little interest to join the Party. Rural workers perceived Party membership as less
important in China’s new economic era.
As the number of private corporations exploded under the new market conditions, the
CCP’s influence began to decline. For starters, the Party lost out on qualified candidates due to
the private sector’s more attractive labor market. The CCP also lacked a voice in business
decisions/oversight in the newly formed private enterprises and joint ventures. Most private
firms did not have any interest in establishing an internal Party cell. Dickson notes that in 1994
only 704 Party branches existed in the 3,092 foreign-funded enterprises.43 In Shanghai, the
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majority of foreign joint ventures did not even have a Party member on staff. These statistics
indicate the growing divide between the CCP and private firms. Chinese workers began placing
their faith in the economy to support them, rather than the Party. As the influence of capitalists
increased, the Party faced an important decision to either engage with the capitalists or shut out
this rapidly growing and influential group entirely.

Red Capitalists
Beginning in April of 1989, students began gathering in Tiananmen Square to protest for
democracy, greater accountability, freedom of the press, and freedom of speech. At the peak of
the protests, it is estimated that there were around one million students in attendance.44 Some
Party officials openly supported the protests, reflecting the CCP’s waning popularity both within
and outside of its member base. After the June 4th crackdown, orthodox leaders reformed the
Party’s recruitment policies. Based upon the newly established rules, private entrepreneurs were
banned from joining and there was a renewed focus on recruiting members at the forefront of
production.45 Over the proceeding decade, China’s economy continued to shift away from the
state sector. As a result, some local officials left their positions within the Party to join the more
lucrative private sector. 46 Others, remaining in their posts, recognized the importance and
influence of nonparty community leaders, like successful entrepreneurs and triad/clan members.
As a result, a few local cadres defied the central government’s official ban and brought
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influential members of their community into the Party.47 Therefore, Dickson argues that the
official ban to prevent capitalists from joining the CCP was unsuccessful.48
In response to the Party’s declining rural membership and shrinking influence in the
economy, Jiang Zemin outlined his Three Represents theory in 2000. Jiang sought to realign the
Party with China’s advanced social productive forces, advanced culture, and the interests of the
overwhelming majority. At the time, China’s advanced productive forces included capitalists,
entrepreneurs, and the educated class.49 Similar to the UFWD’s early goal, Jiang’s Three
Represents reestablished the Party’s longstanding interest in collaborating with capitalists given
their expertise. The Three Represents paved the way for Jiang to later alter Party membership.
On July 1, 2001, Jiang Zemin gave an impassioned speech at the Chinese Communist
Party’s eightieth anniversary.50 During his speech, Jiang made several references to the Party’s
guiding principles, like Marxism-Leninism, Mao Zedong Thought, and Deng Xiaoping Theory.
He even reiterated the Party’s founding mission which “was to abrogate the privileges of
imperialism in China, eliminate exploitation and oppression by the landlord class and the
bureaucrat-capitalist class…”51 Up to this point, Jiang’s speech appeared very routine. Then,
towards the end of the speech, Jiang made a stunning proposal to allow capitalists to join the
CCP, by stating:
Since China adopted the policy of reform and opening up, the composition of
China’s social strata has changed to some extent. There are, among others,
entrepreneurs and technical personnel employed by scientific enterprises of the
non-public sector … most of these people in the new social strata have
contributed to the development of productive forces and other undertakings in a
socialist society … it is also necessary to accept those outstanding elements from
47
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other sectors of the society who have subscribed to the party’s programme and
Constitution.52
After Jiang’s speech, orthodox leaders called upon the Party to rebuke Jiang’s proposal
for violating the constitution. Many of these orthodox leaders believed that allowing
capitalists to join the CCP would effectively lead to its destruction.
Jiang’s proposal immediately attracted global attention. Wolf Jr. claims, “despite
a 1989 ban, some owners of private business are already Party members.”53 John
Pomfret, writer for the Washington Post, estimates that 113,000 capitalists were Party
members at the time of Jiang’s speech.54 These figures validate Dickson’s claim that local
cadres were already ignoring the central government’s ban, prior to Jiang’s proposal.
Similar to the UFWD’s early goal to build relationships with elite nonparty groups, Jiang
recognized the importance of maintaining a strong relationship with this influential and
growing societal class. Ken Jowitt, a renowned political scientist, outlines three stages of
development for Leninist regimes to maintain their political authority: (1) transformation,
(2) consolidation, and (3) inclusion.55 The CCP transformed after the Cultural Revolution
to reinvent its economy. It consolidated after the Tiananmen Square incident to reestablish Party loyalty. Therefore, Jiang’s inclusion of private entrepreneurs served as
Jowitt’s third and final stage of Leninist regimes. Jiang wanted to expand the Party’s
membership to remain integrated with the new, emerging social strata of private
entrepreneurs.
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While Jiang’s proposal in 2001 seems antithetical to the Party’s foundation, it merely
formalized decades of collaboration between the CCP and capitalists. Even before the PRC was
founded, the UFWD targeted elite nonparty groups to support the CCP’s mission and defeat the
KMT. After the Communists declared victory, the UFWD continued to strengthen the Party’s
alliance with Chinese capitalists for their economic expertise. Testimonies from Nien Cheng and
Ye Xingshan prove that some capitalists (both national and comprador) retained their elevated
lifestyle, supported by large monthly stipends from the CCP. While the Cultural Revolution
temporarily halted this ongoing cooperation between capitalists and the CCP, Deng’s economic
reforms led to a quick resurgence of private entrepreneurship. Over the next few decades, the
economic growth of non-state firms largely replaced SOEs. Despite the central government’s
explicit ban of private entrepreneurs in the Party, local cadres often defied the ban and helped
capitalists in their community to join the Party. Emblematic of the UFWD, Jiang Zemin’s Three
Represents reestablished the CCP’s longstanding history to collaborate with Chinese capitalists.
Eventually, in 2001, Jiang formalized the Party’s strategic relationship with private entrepreneurs
and allowed them to join the CCP. Dickson rightfully dubs these new party members as “red
capitalists.”56
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